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TO:

FRO}I:

BUREAU OF LAW

MEMORANDUTI

&d,sg{onsr! trtfurphy1 FaLcet!.n end &beduff

Martt,n $chaplron Hearl,ng off,tcer

SUBJECT: 0ERTnuDs I'Isffol{firt, appltcation for rev.; el.on
or ref\rnd of en agseaer,:.nt of nersona]. in*
co&o tsxes .fgr the yoar L956

!. heartng ltth reference to tbe auove matter wac hol6
before ne at 8O Crntrc $treetl ficw Yorkl $elr lorkr otr January 1!1
f965r Thr" *ppearance$ and [hs. erldence ]roduced were ag sbovrn in
the str,npg;gphfc rnl.ni,tes s.nd enhjutts sui,adttsd hi:reul,thr

?he t ssu$ r'atsed hcrei.n i.s $hether or not pnyusnbt
rec6l'8d uncier an annuLty oontreet are annulty p8lilCInts cuti.tlt.ng
the ?axlay, r to exclude a portj.on th'rEof fros tbe return or erl
plynnent;s made ia }leu of alluony and reportable in th,*lr entl,rety
d$ elLnofiy Lncomt.

the facte nore fulty get forth ln the pnoposcd dotGrnLnr.
atinn discloee that thr. taxpayer rc€rc dl,orced I'ron her hurtrand, on
Dacsmr,er ?1r 19rS. On SeeenbGr Il, 19?8, sht cntered lnto rn
egreenent hrtth h*r husuand in urhlch shr was to rugel"v'e $1185) er
long as ,sha dl,J not f,Bfira:rffr Tbe taxpayer ne'. Gr ?enf,ffl,sdr Thr
agreenent wes krtn{lng; upon the helrs and lege} reprros€ntatlvrl of
the huaL,ehd who dt*d in danu:ry 1955, A settl.csant, wlth the es-
tate was nrade l.n tho eeount of :|eOSrOtlO ln eonslderatlsn of, tb;
di.saonttrnuan€e of alL future altnon! pa nentsr

formsrr Gounssl J.slued en opln!.on to t&r tii,rpeyGrFlg
attorney to the effect tbat r'rhere a lunp sum settlcaent rlas tradcafrorner so Enc exlect tnet where e luep sum setEJ'eBcnt r|a8 u
{n oonsl,deratLon of dtscont{nuance of f,ut,ure al.luony pe:.aentt
such lunp sun pa) nent i.c not tncludl,ule {.n the grcree Lneoes o
the te.xpay{:Pl

Th* Incone ?ax Fureau ln danytng the ta:.paycrte appl,f*a*
tion for revlslon or refund hcld tn&t Counselte optrntron ras bacod
on a prerulre tha.t e luup suu paynent herd h,een mades but tbat no
lump surn settlenant was made enC that the annulty p'i'ln€Bte, there-
1'oro, eonsti.tuted aLlmony tneon , taxable in thetr entiratyr

ft {a o}ear fron t[r:r reeordl horueverl that e lunp atLn
tettl.ement urae mede and paid, by the estate to the taxpayer !.n f,ull
dlsoh rge of any future aI!.rmny paynent,s, and that a suuotsntl*I
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portl.on of the lunp $um $ettlenrent waQl subseque?tlyr Ln ested
6y i[; taxpayer i.n'an annul.tyr lecordJ.qglyr dt ts ny opfnion thal
the annulti baynents did not- constltuto allnon]' lnconer bu! wer€
t"$|t6bte soiei:r'- as annulty !.ncone permltttng aR erclueign sf 3 por
serlt of ths aalount inresled in the annuLty cantrectr I havep thera-
fonep pr€perr:d e prCIp$oed detern{natlon cancel,lLng tbe &$acesrcontr

S'or the res$onn stateil i luo.e, I reconnend thart the rje-
termlnatien of thc Tax Comm:.ssion in tiris matter bc substantially
ln the forrn sui;mLtted herewl.thr

-llearl-ng 
Offtcer

i4S t ca
Snclosuro

April 15r L965

Ap.,tlovcd,


